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PART  390— GUARANTY  OF 
MORTGAGE-BACKED  SECURITIES 

Amendments  To  Establish  a  New  Pro¬ 
gram  for  Graduated  Poyment  Mort- 
gage-Bac!{cd  Securities 

AGENCY:  Government  National 

Mortg^pe  Association,  HUD. 

ACTION:  Final  Rule. 

SUMMARY:  These  amendments  es¬ 
tablish  a  new  mortgage-backed  securi¬ 
ties  program  that  provides  for  the 
guaranty  by  GNMA  of  securities  based 
on  and  backed  by  pools  of  Graduated 
Payment  Mortgages  (GPM’s).  GPM 
loans  arc  single  family  mortgages 
whose  monthly  payments  increase  an¬ 
nually  for  a  fixed  number  of  years. 
Only  GPM’s  that  are  insured  by  the 
Federal  Housing  Administration  under 
section  245  of  the  National  Housing 
Act  and  that  are  .scheduled  to  have  in¬ 
creasing  payments  for  a  maximum  of 
five  years  are  eligible  for  inclusion  in 
GNMA  pools.  The  program  is  intended 
to  expand  the  secondary  market  in 
GPM's  and  thereby  make  available  ad¬ 
ditional  mortgage  money  at  reason¬ 
able  interest  rates. 

EFFECTIVE  DATE:  April  23.  1979. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Warren  Lasko,  202-755-8772. 

SUPPLEMENTARY  INFORMATION: 
In  the  Federal  Register  of  December 
29,  1978,  beginning  on  page  60957,  the 
Secretary  of  Housing  and  Urban  De¬ 
velopment  published  a  notice  of  pro¬ 
posed  rulemaking  which  provided  for 
establishment  of  a  new  Government 
National  Mortgage  Association 
(GNMA)  program  of  Graduated  Pay¬ 
ment  Mortgage-Backed  Securities.  All 
interested  persons  were  given  until 
January  29,  1979  to  submit  written 
comments,  suggestions,  or  objections 
regarding  the  proposed  regulations.  A 
total  of  eight  comments  w'ere  received. 
Each  comment  was  carefully  consid¬ 
ered. 

In  general,  the  commentators  wel¬ 
comed  the  development  of  a  Gradu¬ 
ated  Payment  Mortgage-Backed  Secu¬ 
rities  Program  and  urged  that  it  be  im¬ 
plemented  promptly.  The  following  re¬ 
sponses  are  provided  to  the  comments 
received: 


RULES  AND  REGULATIONS 

One  commentator  urged  that  the  se¬ 
curities  program  include  the  two  FHA- 
insured  GPM  plans  that  provide  for 
annual  increases  in  monthly  payments 
over  a  ten-year  period,  as  well  as  the 
three  five-year  plans.  The  proposed 
regulations  provide  only  for  the  inclu¬ 
sion  of  the  five-year  plans  in  order  to 
help  assure  the  marketability  of  the 
securities  and  to  make  them  as  homo¬ 
geneous  as  possible.  Under  this  ar¬ 
rangement,  after  five  years,  the  GPM 
securities  will  be  interchangeable  with 
single  family  level  payment  securities. 
Because  only  three  percent  of  all 
FHA-insured  GPM  loans  to  date  have 
been  made  under  the  ten-year  plans, 
and  because  other  commentators  con¬ 
curred  in  the  limitation  of  the  securi¬ 
ties  program  to  the  five-year  plans,  no 
change  has  been  made  to  the  proposed 
regulations  in  this  regard. 

Another  commentator  suggested 
that  the  payment  date  for  the  new  se¬ 
curities  be  the  25th  of  the  month, 
rather  than  the  15th  of  each  month  as 
the  case  in  each  of  the  existing  GNMA 
Mortgage-Backed  Securities  Programs. 
Such  a  change  in  the  payment  date 
would  give  the  issuers  a  longer  period 
of  time  to  receive  payments  from 
mortgagors  before  having  to  make 
“pass-through”  payments  to  the  secu¬ 
rities  holders.  However,  the  change 
would  also  have  the  effect  of  reducing 
the  “price”  at  which  the  securities 
could  be  sold,  and  this  cost  might  be 
transferred  to  homebuyers.  Also,  such 
a  change  in  the  payment  date  would 
make  these  securities  different  from 
all  other  GNMA  guaranteed  securities, 
and  consequently  could  affect  their 
marketability.  For  these  reasons,  it  is 
planned  that  the  payment  date  for  the 
Graduated  Payment  Mortgage-Backed 
Securities  will  be  the  15th  of  each 
month,  as  in  the  other  programs. 

One  commentator  pointed  out  the 
importance  of  making  Graduated  Pay¬ 
ment  Mortgage-Backed  Securities 
clearly  distinguishable  from  the  exist¬ 
ing  level  payment  single  family  securi¬ 
ties.  This  could  be  done,  it  is  suggest¬ 
ed.  by  having  a  different  interest  rate 
on  the  Graduated  Payment  Securities. 
The  clear  differentiation  is  needed  in 
order  to  assure  that  the  two  different 
types  of  securities  are  not  purposely  or 
inadvertently  substituted,  one  for  the 
other,  in  the  course  of  securities  trad¬ 
ing  activity.  GNMA  recoguiizes  the 
need  for  such  differentiation  and  will 
take  all  steps  deemed  appropriate  to 
see  that  it  is  accomplished. 

A  technical  revision  has  been  made 
to  §  390.43(b)  to  make  clear  that  the 
total  face  amount  of  any  issue  of  secu¬ 
rities  shall  not  exceed  the  aggregate 
unpaid  principal  balances  of  the  mort¬ 
gages  in  the  pool  as  of  the  issue  date 
of  the  securities. 


Background 

The  following  describes  the  authori¬ 
ty  for  and  the  provisions  contained  in 
the  new  amendments.  The  amend¬ 
ments  establish  a  new  program  of  fed¬ 
erally  guaranteed  mortgage-backed  se¬ 
curities  which  will  allow  for  the  inclu¬ 
sion  of  so-called  Graduated  Payment 
Mortgages  in  the  pools  which  back  the 
securities. 

Under  section  306(g)  of  the  National 
Housing  Act.  as  amended,  the  Govern¬ 
ment  National  Mortgage  Association 
(GNMA)  guarantees  the  timely  pay¬ 
ment  of  principal  and  interest  on  secu¬ 
rities  issued  by  approved  private  lend¬ 
ers,  which  securities  are  backed  by 
federally  insured  or  guaranteed  mort¬ 
gage  loans.  At  present,  such  guaran¬ 
teed  securities  programs  exist  for  level 
payment  single  family  loans,  mobile 
home  loans,  residential  project  loans, 
and  project  construction  loans.  The 
new  program  provides  for  the  inclu¬ 
sion  of  single  family  mortgages  in¬ 
sured  under  section  245  of  the  Nation¬ 
al  Housing  Act,  and  known  as  Gradu¬ 
ated  Payment  Mortgages,  in  mortgage 
loan  pools  backing  securities  issuances. 
Graduated  Payment  Mortgages  have 
amortization  schedules  that  provide 
for  annual  increases  in  the  monthly 
installments  in  the  early  years  of  the 
mortgage.  The  eligibility  of  such  loans 
for  the  securities  issuances  will  sub¬ 
stantially  enhance  the  marketability 
of  such  loans.  This  in  turn  will  in¬ 
crease  the  availability  of  loan  funds 
for  these  innovative  mortgages  and 
should  help  maintain  interest  rates  on 
such  loans  at  reasonable  rates. 

Part  390  is  amended  to  redesignate 
existing  Subpart  C  as  Subpart  D  and 
to  add  a  new  Subpart  C.  which  now 
provides  the  regulatory  authority  for 
the  new  program.  The  new  program  is 
essentially  identical  to  the  existing 
single  family  mortgage-backed  securi¬ 
ties  program,  except  as  modifications 
are  required  to  accommodate  the 
unique  provisions  of  graduated  pay¬ 
ment  loans.  The  specific  provisions  of 
the  proposed  amendments  are  as  fol¬ 
lows: 

Section  390.40  provides  that  GNMA 
is  authorized  by  section  306(g)  of  the 
National  Housing  Act  to  establish  fed¬ 
erally  guaranteed  mortgage-backed  se¬ 
curities  programs.  If  further  provides 
that  participants  in  the  programs  are 
subject  to  the  provisions  contained  in 
the  Mortgage-Backed  Securities  Guide 
(GNMA  5500.1),  and  to  any  contracts 
entered  into  by  parties  participating  in 
the  programs. 

Section  390.41  provides  that  to  be  an 
eligible  issuer  of  the  new  securities,  an 
applicant  must  satisfy  those  same  re¬ 
quirements  which  are  presently  appli¬ 
cable  with  respect  to  issuers  of  level 
payment  single  family  type  securities. 

Section  390.42  provides  that  for  a 
Graduated  Payment  Mortgage  to  be 
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eligible  for  inclusion  in  a  pool  as  back¬ 
ing  for  the  new  security,  it  must  be  in¬ 
sured  by  the  Federal  Housing  Admin¬ 
istration  pursuant  to  section  245  of 
the  National  Housing  Act.  The  new 
rule  limits  the  eligibility  of  such  loans 
to  those  mortgages  that  have  amorti¬ 
zation  schedules  that  provide  for 
equal,  or  level,  monthly  installments 
beginning  no  later  than  the  61st 
scheduled  monthly  installment. 

Section  390.43(a)  provides  that  the 
.securities  to  be  issued  are  to  be  modi¬ 
fied  pa.ss-through  type  securities.  Such 
securities  require  the  pass-through  to 
securities  holders,  whether  or  not  col¬ 
lected  by  the  issuer  from  the  mortga¬ 
gors.  of  interest  scheduled  to  be  col¬ 
lected  on  the  pooled  mortgages,  less 
appropriate  amounts  for  guaranty  fees 
and  mortgage  servicing,  together  with 
scheduled  principal  installments  and 
any  prepayments  or  other  early  recov¬ 
eries  of  principal  on  the  mortgages. 
For  Graduated  Payment  Mortgages, 
the  scheduled  principal  payments  may 
be  "negative,”  in  which  case  the  out¬ 
standing  securities  balance  will  in- 
crea.se. 

Section  390.43(b)  provides  that  the 
minimum  amount  of  each  issue  of  se¬ 
curities  may  be  no  less  than  $1  million, 
which  amount  is  the  same  as  in  the 
present  single  family  mortgage-backed 
securities  program.  This  section  also 
provides  that,  upon  the  mutual  agree¬ 
ment  of  GNMA  and  issuers,  arrange¬ 
ments  may  be  made  for  the  consolida¬ 
tion  of  securities  issued  under  this  pro¬ 
gram.  This  provi.sion  is  intended  to 
permit,  upon  the  development  of  ap¬ 
propriate  procedures,  the  consolida¬ 
tion  of  paid  down  pools.  Such  con.soli- 
dation  has  the  potential  for  increasing 
the  efficiency  of  mortgage  pool  admin¬ 
istration. 

Section  390.43(c)  provides  that  the 
original  amount  of  any  individual  se¬ 
curity  may  not  be  less  than  $25,000,  as 
is  the  case  under  each  of  the  other  ex¬ 
isting  mortgage-backed  securities  pro¬ 
grams. 

Section  390.43(d)  provides  that  the 
securities  are  freely  transferable  and 
assignable  in  registered  form  on  the 
books  of  GNMA  and  the  issuer,  as  is 
the  case  under  each  of  the  existing 
mortgage-backed  securities  programs. 

Section  390.44  provides  that  the  ad¬ 
ministration  of  the  securities  and  the 
pooled  mortgages  shall  be  in  accord¬ 
ance  with  the  provisions  applicable  to 
existing  mortgage-backed  securities 
programs. 

Section  390.45  provides  for  the  guar¬ 
anty  of  the  securities  by  GNMA  and 
provides  that  such  guaranty  is  backed 
by  the  full  faith  and  credit  of  the 
United  States. 

Section  390.46  provides  that  any  fail¬ 
ure  of  an  issuer  of  securities  to  make 
required  payments  to  securities  hold¬ 
ers  in  a  timely  manner  may  be  deemed 


by  GNMA  to  be  an  event  of  default 
under  the  guaranty  agreements  en¬ 
tered  into  between  GNMA  and  the 
issuer.  Such  other  failures  or  inabil¬ 
ities  as  GNMA  may  determine  and 
may  include  in  the  guaranty  agree¬ 
ments  entered  into  with  the  issuer 
similarly  may  be  deemed  events  of  de¬ 
fault.  This  section  also  provides  that 
upon  any  declaration  of  default, 
GNMA  may  extinguish  any  right, 
title,  or  other  interest  of  the  issuer  in 
the  pooled  mortgages. 

Section  390.47  authorizes  GNMA  to 
impose  application  fees,  guaranty  fees, 
transfer  fees,  and  such  other  fees  as 
may  be  deemed  appropriate. 

A  finding  of  inapplicability  of  sec¬ 
tion  102(2)(c)  of  the  National  Environ¬ 
mental  Policy  Act  of  1969  has  been 
made  in  accordance  with  HUD  proce¬ 
dures. 

Therefore.  24  CFR  Part  390  is 
amended  by  adding  a  new  Subpart  C, 
which  provides  for  Graduated  Pay¬ 
ment  Mortgage-Backed  Securities,  and 
by  redesignating  present  Subpart  C  as 
Subpart  D,  as  follows: 

PART  390— GUARANTY  OF 
MORTGAGE-BACKED  SECURITIES 

•  •  •  •  • 

Subporl  C — Graduated  Payment  Mortgage- 
Backed  Securitie* 

390.40  General. 

390.41  Eligible  Issuers  of  Securities. 

390.42  Eligible  Mortgages. 

390.43  Securities. 

390.44  Pool  Administration. 

390.45  Guaranty.  > 

390.46  Default. 

390.47  Pees. 

Swbpart  0 — Miscellaneeut  Previtiant 

390.50  Audits  and  Reports. 

390.51  Applications. 

•  •  •  •  • 

Subpart  C — Graduated  Payment 
Mortgage-Backed  Securities 

§  390.40  General. 

This  Subpart  provides  for  the  guar¬ 
anty  by  the  Association  of  timely  pay¬ 
ment  of  principal  and  interest  on 
modified  pass-through  securRies  based 
on  and  backed  by  eligible  mortgages, 
which  mortgages  provide  for  non-level 
monthly  installments.  The  Association 
is  authorized  by  section  306(g)  of  the 
National  Housing  Act  to  make  such 
guarantees.  Issuance  of  securities 
under  this  Subpart  is  subject  to  the 
provisions  that  follow,  to  the  further 
provisions  contained  in  the  Mortgage- 
Backed  Securities  Guide  (GNMA 
5500.1),  as  it  shall  exist  and  be  amend¬ 
ed  or  supplemented  from  time  to  time, 
and  to  the  contracts  entered  into  by 
the  participating  parties. 


§  390.41  Eligible  Issuers  of  Securities. 

To  be  eligible  to  issue  Graduated 
Payment  Mortgage-Backed  Securities, 
an  applicant  shall  satisfy  those  re¬ 
quirements  applicable  to  the  issuance 
of  modified  pass-through  securities 
based  on  and  backed  by  mortgages  on 
one-  to  four-family  residences  as  pro¬ 
vided  in  §  390.3  (Eligible  Issuers  of  Se¬ 
curities). 

§  390.42  Eligible  Mortgages. 

Each  issue  of  guaranteed  securities 
shall  be  based  on  and  backed  by  a  pool 
of  Graduated  Payment  Mortgages 
which  are  insured  by  the  Federal 
Housing  Administration  pursuant  to 
section  245  of  the  National  Housing 
Act:  Provided,  That  all  such  pooled 
mortgages  shall  provide  for  equal 
(level)  monthly  installments  beginning 
no  later  than  the  61st  scheduled 
monthly  installment. 

§  390.43  Securities. 

(a)  Instruments.  Securities  to  be 
issued  under  this  Subpart  shall  be  des¬ 
ignated  Graduated  Payment  Mort¬ 
gage-Backed  Securities.  They  shall  be 
issued  in  the  form  of  modified  pa.'ss- 
through  type  securities,  which  shall 
provide  that  each  monthly  Installment 
payable  to  the  holders  shall  consist  of: 
(A)  The  interest  due  monthly  on  the 
securities  computed  as  one-twelfth 
(Vi 2)  of  the  annual  rate  provided  for 
multiplied  by  the  unpaid  principal  bal¬ 
ance  of  the  securities  at  the  end  of  the 
prior  month  (The  amount  of  interest 
actually  paid  may  be  less  than  the 
amount  accrued  to  the  extent  sched¬ 
uled  principal  payments  are  negative.), 
and  (B)  the  scheduled  recoveries  of 
principal  (which  may  ba  negative)  due 
monthly  on  the  pooled  mortgages  and 
apportioned  to  the  holders  by  reason 
of  the  base  and  backing  of  these  secu¬ 
rities.  such  amounts  of  principal  and 
interest  to  be  remitted  to  the  holders 
whether  or  not  funds  sufficient  to  pay 
an  installment  are  collected  by  the 
issuer,  together  with  (C)  any  appor¬ 
tioned  prepayments  or  other  unsched¬ 
uled  recoveries  of  principal  on  the 
pooled  mortgages.  Unscheduled  recov¬ 
eries  of  principal  shall  include 
amounts  which  an  issuer  must  pay 
from  its  own  fimds  to  provide  the 
holders  with  any  principal  that  re¬ 
mains  unrecovered  after  receipt  of  a 
final  insurance  claim  settlement  or 
other  liquidation  proceeds.  At  any 
time  90  days  or  more  after  default  of 
any  pooled  mortgage  the  issuer  may. 
at  its  option,  repurchase  such  mort¬ 
gage  from  the  pool  for  an  amount 
equal  to  the  unpaid  principal  balance 
of  the  mortgage.  The  securities  shall 
provide  for  specific  maturity  dates  and 
dates  upon  which  payments  are  to  be 
made  to  the  holders. 

(b)  Issue  Amount.  Each  issue  of  secu¬ 
rities  shall  be  in  an  amount  no  less 
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than  $1  million.  The  total  face  amount 
of  any  issue  of  securities  shall  not 
exceed  the  aggregate  scheduled 
unpaid  principal  balances  of  the  mort¬ 
gages  in  the  pool  as  of  the  issue  date 
of  the  securities.  The  Association  and 
issuers  reserve  the  right  to  consolidate 
pools  of  mortgages  backing  the  securi¬ 
ties  with  other  pools  backed  by  similar 
mortgages  bearing  the  same  interest 
rate  and  maturity  dates. 

(c)  Face  Amount  The  original  face 
amount  of  any  security  shall  not  be 
less  than  $25,000. 

(d)  Transferability.  The  securities 
are  freely  transferable  and  assignable, 
but  only  on  the  books  and  records  of 
the  Association  and  the  issuer. 

§  390.44  Pool  Administration. 

Administration  of  the  securities  and 
the  pooled  mortgages  shall  be  in  ac¬ 
cordance  with  the  provisions  of  §  390.9 
(Pool  Administration). 

§  GOO-t.*)  Guaranty. 

With  respect  to  Graduated  Payment 
Mortgage-Backed  Securities,  the  Asso¬ 
ciation  guarantees  the  timely  monthly 
payment,  whether  or  not  collected,  of 
the  scheduled  interest  and  principal 
installments,  and  any  prepayments  or 
other  early  recoveries  of  principal  on 
the  mortgages,  as  undertaken  in  the 
Association’s  guaranty  appearing  on 
the  face  of  the  instruments.  The  Asso¬ 
ciation’s  guaranty  is  backed  by  the  full 
faith  and  credit  of  the  United  States. 

§.390.16  Default. 

Any  failure  or  inability  of  an  issuer 
to  make  fix'ed  or  other  payments  to  se¬ 
curities  holders  when  due  shall  be 
deemed  an  event  of  default  under  the 
guaranty  agreement  entered  into  be¬ 
tween  the  Association  and  the  issuer. 
Such  other  failures  or  inabilities  of 
the  issuer  to  perform  any  function  or 
duty  provided  for  in  the  guaranty 


agreement  may  also  be  deemed  an 
event  of  default.  Upon  any  default  by 
an  issuer,  and  payment  by  the  Associ¬ 
ation  under  its  guaranty,  or  any  fail¬ 
ure  of  the  issuer  to  comply  with  the 
terms  of  the  guaranty  transaction,  the 
Association  may  institute  a  claim 
against  the  issuer’s  fidelity  bond,  or 
may  extinguish  all  right,  title,  or  other 
interest  of  the  issuer  in  the  pooled 
mortgages,  subject  only  to  unsatisfied 
rights  therein  of  the  securities  hold¬ 
ers,  by  letter  to  the  issuer  making  the 
mortgages  the  absolute  property  of 
the  Association,  or  the  Association 
may  do  both. 

§390.47  Fees. 

The  Association  may  impose  applica¬ 
tion  fees,  guaranty  fees,  securities 
transfer  fees,  and  such  other  fees  as  It 
may  deem  appropriate. 

Subpart  D — Miscellaneous  Provisions 

§  390.50  Audits  and  Reports. 

The  Association  may  at  any  reason¬ 
able  time  audit  the  books  and  examine 
the  records  of  any  issuer,  mortgage 
servicer,  trustee,  or  agent  or  other 
person  bearing  on  its  guaranty  of 
mortgage-backed  securities,  and  may 
require  reasonable  and  necessary  re¬ 
ports  from  such  persons. 

§  39G.31  Applications. 

Applications  for  guaranty  should  be 
submitted  to  the  Association’s  home 
office  located  at  451  Seventh  Street, 
S.W.,  Washington,  D.C.  20410. 

Issued  at  Washington,  D.C.,  March 
13.  1979. 

R.  Frederick  Taylor, 
Acting  Executiv>e  Vice  President 
Government  National  Mort¬ 
gage  Association. 

(FR  Doc.  79-8741  Filed  3-21-79;  8:45  ami 
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